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Structural changes in cattle feeding and meatpacking have
affected cattle feeders. As a result, some cattle feeders have
become increasingly concerned about market access and
pricing methods. This report explores one response available
to cattle feeders: to collectively market cattle by forming a
marketing cooperative. Three alternative types of fed cattle
cooperatives are discussed: bargaining cooperatives, elec-
tronic marketing cooperatives, and integrated cattle feeding-
meatpacking cooperatives.
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Highlights

In response to structural changes in meatpacking and
cattle feeding, cattle feeders have expressed increased inter-
est in cooperatives as a marketing alternative. Livestock pro-
ducers have long recognized that cooperatives enable them to
do collectively what they cannot do individually. Producers act-
ing together can offset the inherent disadvantages of acting
alone. Cooperatives provide a wide range of marketing ser-
vices for livestock producers.

Three alternative types of cooperatives are discussed in
this report: (1) bargaining cooperatives; (2) electronic market-
ing cooperatives; and (3) integrated cattle feeding-meatpack-
ing cooperatives. No single type of fed cattle marketing coop-
erative is endorsed. Cattle feeders must weigh the
advantages and disadvantages of each type to see if it can
address their perceived problems and can meet their objec-
tives with the resources they have.

Cattle feeders considering a cooperative marketing effort
must go through a planning process. Initially, planning is
required to identify the type of cooperative that best fits the
needs and objectives of the group considering a cooperative
venture. Additional planning and study are required after iden-
tifying the preferred type.

The suggested steps proposed here in deciding whether
or not to organize a fed cattle cooperative modify the problem-
solving process slightly. They may be followed by an individual
assuming leadership in this venture or by a core group of
feeders providing leadership. The decisionmaking steps are
as follows:

(1) Understand the production and marketing environ-
ment in which you operate.

(2) Identify the problems that need to be addressed.

(3) Identify which problems alternative types of fed cattle
cooperatives can realistically reduce or eliminate.

(4) State clearly the objectives of the cooperative.



(5) Select the type of cooperative that can meet the
objectives and realistically address the perceived marketing
problems.

(6) Analyze pros and cons of each alternative type of
cooperative.

(7) Determine the potential interest among prospective
members.

(8) Develop a ballpark estimate of investment and oper-
ating capital requirements.

(9) Conduct a detailed feasibility study and business
plan.

(10) Implement the plan if prospects for success continue
to be favorable.

Each type of cooperative alternative discussed can
address one or more perceived marketing problems or con-
cemns. The following summarizes which concerns could best
be addressed by each type of cooperative.

Bargaining Cooperatives

A bargaining cooperative could address the following
concems to some degree:

1. Low or inadequate profits from cattle feeding - to the
extent that feeders bargain for higher fed cattle prices,
improve cattle quality, and reduce end-of-the-feeding-period
cost of gain;

2. Low or volatile feeder and fed cattle prices - to the
extent that feeders receive higher prices for fed cattle from
improvements in marketing efficiency and being customer
(buyer) oriented;

5. High costs of feeding cattle - to the extent that feeders
reduce the length of the feeding period and thus reduce the
marginal cost of holding cattle on feed for excessive periods;

6. Inadequate buyer competition for fed cattle - to the
extent that feeders contact all potential buyers and provide



them an opportunity to purchase cooperatively marketed cat-
tle; and

7. Failure of price signals to reach cattle producers from
consumers - to the extent that receiving kill sheets on cattle
allows cattle feeders to better understand the extent to which
their cattle are meeting consumer preferences for lean beef.

Electronic Marketing Cooperatives

A cooperative sponsoring an electronic market could
address the following concerns at least to some degree:

1. Low or inadequate profits from cattle feeding - to the
extent that increased buyer competition and increased mar-
keting efficiency result in higher prices;

2. Low or volatile feeder and fed cattle prices - to the
extent that cattle feeders receive higher prices for fed cattle;

3. Inadequate buyer competition for fed cattle - to the
extent that each potential buyer is given an opportunity to pur-
chase cattle via the electronic market;

4. Failure of price signals to reach cattle producers from
consumers - to the extent that more detailed descriptions of
cattle sold and subsequent analysis may reveal buyer prefer-
ences for selected fed cattle characteristics; and

5. Thinly reported cattle and beef markets - to the extent
that market information from electronic markets is accurate,
timely, and more detailed than market information from most
public and private price reporting services.

While electronic marketing cannot resolve all market deficien-
cies perceived in agricultural marketing, it has an impressive
array of potential benefits. Therefore, the incentive to develop
and operate an electronic marketing cooperative for fed cattle
rests primarily with cattle feeders, as they stand to gain more
than meatpackers in most cases.



Integrated Cattle Feeding-Meatpacking Cooperatives

A large meatpacking cooperative owned by feeders
could address the following concerns:

1. Low or inadequate profits from cattle feeding - to the
extent the increased buyer competition resulted in higher
prices for fed cattle and/or the cooperative returned some of
its profits from meatpacking to member-feeders;

2. Low or volatile feeder and fed cattle prices - to the
extent that additional buyer competition resulted in higher fed
cattle prices; and

3. Inadequate buyer competition for fed cattle - to the
extent that the meatpacking cooperative adds buyer competi-
tion without causing existing packers to exit the industry.

An alternative cattle feeding-meatpacking cooperative
might be organized exclusively to capitalize on niche markets
for beef products. A niche-marketing cooperative might
address the following cattle feeder concerns:

1. Low or inadequate profits from cattle feeding - to the
extent that the cooperative could profitably penetrate or
expand beef markets and pay cattle feeders higher prices for
fed cattle or share cooperative profits with cattle feeders;

2. Low or volatile feeder and fed cattle prices - to the
extent new product and market development efforts of the
cooperative lead to higher fed cattle prices;

3. Poor beef demand by consumers - to the extent that
the cooperative identifies and meets consumers’ beef
demands with new products or services;

4. Inadequate buyer competition for fed cattle - to the
extent that a niche-marketing cooperative provides an addi-
tional buyer for fed cattle; and

5. Failure of price signals to reach cattle producers from
consumers - to the extent the cooperative could better identify
consumer demands and reflect that demand to cattle feeders
through market prices.



Each of the three types of cooperatives could benefit cat-
tle feeders under certain circumstances. Each could also fail
under certain circumstances. Always, cattle feeders interested
in exploring marketing cooperative alternatives for fed cattle
must understand what they can realistically accomplish via a
cooperative. A cooperative is not automatically the solution to
marketing problem(s). Cattle feeders must consider a cooper-
ative with open eyes and an open mind. There are economic
reasons why the existing market structure has evolved to what
it is today. Likewise, there are economic reasons why the
existing market structure did not evolve in a manner that
accords cooperatives a bigger role in fed cattle marketing.
Cattle feeders, by organizing a cooperative, are attempting to
alter the existing market structure in some way. They must
understand the economic reasons that may be working
against successfully organizing a fed cattle marketing cooper-
ative. Once those reasons are identified and a plan developed
to overcome them, the probability of success for a fed cattle
marketing cooperative should increase.

vi
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BACKGROUND AND OBJECTIVES

Structural changes in cattle feeding and meatpacking
have had major implications for cattle feeders.! An increasing
percentage of fed cattle are marketed directly to packers,
bypassing public terminal and auction markets. In 1990, 94
percent of reported steer and heifer slaughter by packers was
procured by direct methods.2 Smaller cattle feeders are in an
unenviable bargaining position relative to packer-buyers.
Even the largest feedlots are relatively small compared with
most major packers. Direct trading has formed the basis for
market price reporting as public market transactions decline.
There are fewer direct transactions between feeders and pack-
ers to report, however, as packer-feeding, forward contracting,
and exclusive feeder-packer marketing arrangements become
more common. While the number of meatpackers has
declined, both plant and firm size has increased, and concen-
tration, a measure of market dominance by a few firms, has
increased sharply in the 1980’s.2 Cattle feeders, as a result,

1 In this report cattle feeders include cattle producers who feed cattle in
custom feedlots as well as managers of cattle feedlots.

2 Packers and Stockyards Administration, Statistical Report. U.S.
Department of Agriculture, November 1992.

3 Clement E. Ward, “Structural Change: Implications for Competition and
Pricing in the Feeder-Packer Subsector,” Structural Change in Livestock:
Causes, Implications, Alternatives. Wayne D. Purcell, ed. Blacksburg,
Virginia: Research Institute on Livestock Pricing, February 1990



have become increasingly concerned about market access and
price determination.*

One response by cattle feeders to pricing and competi-
tion concerns is to form collectively a marketing cooperative.
The Agricultural Cooperative Service, U.S. Department of
Agriculture, started this project in conjunction with Oklahoma
State University. The objective was to outline alternative fed
cattle marketing cooperatives that cattle feeders might consid-
er in responding to structural changes. The purpose of this
report is to provide to cattle feeders information about how
cooperatives may help improve their marketing situation.

Alternative types of marketing cooperatives discussed
will not reduce or eliminate numerous types of problems fac-
ing cattle feeders but are intended to resolve or diminish com-
petition and pricing concerns in fed cattle marketing.
Alternatives discussed in this report were chosen because
each potentially increased marketing efficiency for cattle feed-
ers. Marketing fed cattle via cooperatives has the potential to
increase cattle feeders’ returns, especially where poor market-
ing conditions exist.

Three general types of cooperatives are: (1) bargaining
cooperatives; (2) electronic marketing cooperatives; and (3)
integrated cattle feeding-meatpacking cooperatives. No single
type of fed cattle marketing cooperative is endorsed.
Interested cattle feeders must weigh the advantages and dis-
advantages of each type for their particular situation and in
light of their objectives and resources. This report should
direct cattle feeders to the alternative that offers the highest
probability of responding appropriately to the existing market
environment. Additionally, the report should provide guid-

4 Julie A. Hogeland, Market Access in an Era of Structural Change in the
Livestock Industry. Washington, D.C.: Agricultural Cooperative Service,
U.S. Department of Agriculture. Technical Assistance Report, September
1988.
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ance in obtaining the detailed information required to orga-
nize and implement the chosen alternative.

While this report focuses on the marketing problems and
potential alternatives for cattle feeders, other livestock pro-
ducers may experience similar problems. The process of iden-
tifying specific problems and assessing alternatives also
applies to other livestock classes and species.

HISTORY OF LIVESTOCK MARKETING
COOPERATIVES

Marketing cooperatives are organized in response to
changing needs of producers, and changing economic condi-
tions and technology.® Livestock producers have long recog-
nized that cooperatives enable them to do collectively what
they cannot do individually. Producers act together to offset
the inherent disadvantages of acting alone. For decades, rela-
tively small family farmers and ranchers have found them-
selves buying supplies from or marketing products to larger
agribusinesses. Therefore, acting alone, individual farmers
and ranchers have virtually no market power. One response is
to organize farm supply or marketing cooperatives.

Collective actions by livestock producers began about
1785 when societies were organized to import purebred cattle.
Later, cooperative livestock drives were organized to move
livestock from farm to slaughter. Cooperative public auctions
were organized in the 1830’s. In the early 1900’s, livestock pro-
ducers in Nebraska and Kansas organized shipping associa-
tions to ship livestock by rail to central markets. These early
cooperatives enabled small livestock producers to pool their

5 John T. Haas, David L. Holder, and Clement E. Ward, Livestock and
Wool Cooperatives. U.S. Department of Agriculture, Economics,
Statistics, and Cooperatives Service, Cooperative Information Report 1,
Section 14. May 1979.



small sale lots into carload lots for more efficient shipment to
terminal markets.

The first cooperatives engaged in livestock slaughtering
and processing began in 1914, but these early meatpacking
cooperatives failed. Following the success of shipping associa-
tions, cooperative sales agencies were organized at terminal
markets. Such cooperative marketing agencies still operate
today. Initially, they grouped small sale lots into larger lots,
and bargained with meatpackers for the best price.

Cooperative livestock marketing agencies broadened their
activities in the 1950’s and 1960’s to order buying and order
selling for members, both directly and through public markets.
Livestock cooperatives broadened their activities in other
ways. Some cooperatives now operate local auction facilities
and have formed successful livestock credit cooperatives.
Innovative cooperatives were the first adopters of electronic
trading techniques such as telephone auctions, and even exper-
imented with photorama auctions, the predecessor of today’s
growing satellite video auctions. Cooperatives were organized
to feed livestock as well as to slaughter livestock and process
meat. The oldest and largest meatpacking cooperative still
operating today is Farmland Foods, which began in 1959.

In summary, cooperatives have provided a wide range of
marketing services to livestock producers. As conditions
changed over time, cooperatives adapted to the changes.
Conditions continued to change in the 1990’s, and interest in
forming cooperatives responsive to change also has continued.

RECENT INTEREST IN FED CATTLE MARKETING
COOPERATIVES

The changing economic environment resulting from sev-
eral factors caused livestock producers to again consider coop-
erative marketing as a possible response to change. Most
interest has been expressed by cattle feeders, rather than other
livestock producers, largely because structural changes have
occurred most dramatically in cattle feeding and meatpacking.
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In 1975, a group of Iowa cattle feeders organized the
Tama Producers Marketing Association to market fed cattle
using an innovative approach to beef marketing. Cattle were
custom slaughtered; carcasses were cut, packaged, and frozen;
and frozen beef products were marketed to consumers, often
through unconventional retail outlets such as gas stations and
beauty salons. Consumers, however, did not respond to frozen
beef products as expected by the innovators, and after more
than a year-long effort and several thousand dollars, the coop-
erative failed. Although the marketing cooperative was inno-
vative, cattle producer- organizers were unfamiliar with con-
sumer demands, and successful marketing begins with
understanding customers’ wants and needs.

Other efforts were undertaken in the 1980’s. A group
known as the Better Beef Marketing Committee began devel-
oping a cooperative marketing organization with the assis-
tance of a hired consultant in 1986.¢ At the encouragement of
the consultant, a cooperative known as Better Beef Marketing,
Inc., was organized. Before its inception, while still in the
study and developmental phase, Better Beef Marketing
encountered problems.

Serious fundamental conflicts arose among potential
members over the objectives and direction of the cooperative.
One group of producers wanted to organize a large coopera-
tive meatpacking company to be a competitive force in the
marketplace with large existing packers such as IBP, the
largest meatpacking firm. Another group wanted a coopera-
tive that could provide the structure and operating support
for exploring relatively small niche markets for beef and for
new beef products, such as natural or lite beef products. Such
diverse objectives merited two cooperatives, but only a single
cooperative was proposed. Perhaps as a result of internal con-
flicts and unclear direction for the organization, combined

¢ J.C., Bigler (Consulting Team Leader), “The Better Beef Marketing
Alpha Report. “Confidential consulting report, May 1986.



with attempts to raise investment capital during a period of
financial hardship in the agricultural sector, the cooperative
failed to accumulate the needed capital to begin operating.
Eventually, the effort ended unsuccessfully, again at a cost of
several thousand dollars to interested cattle producers.

Another attempt was made to form a fed cattle market-
ing cooperative in 1986. Most previous attempts to organize
fed cattle cooperatives involved smaller sized cattle feeders,
i.e., farmer feeders primarily. Unlike previous efforts, this one
involved commercial cattle feedlots in the High Plains feeding
area. Commercial feedlot managers began exploring the possi-
bility of some type of group marketing effort through the
Texas Cattle Feeders Association. A consulting study was
completed, but a cooperative never materialized.” One reason
for not forming the cooperative was the poor image coopera-
tives had among some of the feedlot managers. In fact, the dis-
cussions were of “group marketing,” rather than “cooperative
marketing.” As with Better Beef Marketing, potential partici-
pants disagreed on the objectives of a group marketing ven-
ture. The initial concept was to pool cattle on paper and hire a
management team to bargain with packers over price and
terms of trade. Many feedlot managers, however, were unwill-
ing to transfer marketing decisions to a hired management
team.

In 1988 and 1989, several Iowa cattle feeders organized
cooperatives to market fed cattle and make cattle feeding in
Iowa more competitive with commercial feedlots in the Plains
States. The objectives of the newly organized cooperatives
were to pool management services and create more competi-
tive custom feedlots in lowa. Consequently, the cooperatives
were not marketing cooperatives per se. Their principal focus
was on improving management of the cattle feeding enter-

7 LBAS Consulting Group, “Economic, Organizational, and Marketing
Aspects of a Cattle Feeders Group Marketing Program.” Confidential
consulting report, October 1986.
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prise in member feedlots. These cooperatives, however, are
examples of producers using cooperatives to respond to struc-
tural changes that affected lowa and other Midwestern States.

ALTERNATIVE FED CATTLE MARKETING
COOPERATIVES

Cooperatives can assume several marketing functions, all
of which depend on the structure and competitive environ-
ment in which cattle feeding and meatpacking exist. Cattle
were fed in more than 44,000 feedlots in the United States in
1990, but 85 percent of the cattle were marketed from just
1,634 feedlots.? Each of those larger feedlots had a one-time
capacity of 1,000 or more cattle. The largest feedlots (one-time
capacity of 32,000 or more cattle) marketed an average of
88,474 cattle, still a far cry from the average slaughter of
945,278 cattle per year among the 18 largest steer and heifer
slaughtering plants in 1990.° Consequently, there is a wide size
disparity between cattle feedlots and packing plants.

Cooperatives offer an opportunity for smaller cattle feed-
ers to counter some of the size advantages enjoyed by packer-
buyers. A bargaining cooperative or association may increase
feeders’ returns by increasing their competitive position rela-
tive to packer-buyers. The association could negotiate prices
and terms of trade for the pooled livestock of its members.
Included in the bargaining agreement could be carcass charac-
teristics on cattle marketed by members, with the purpose of
improving the cattle fed and marketed. Likewise, the associa-
tion may bargain for contract terms, either in production or
marketing, and provide other marketing services.

8 National Agricultural Statistics Service, Cattle on Feed. U.S.
Department of Agriculture, January 1990.
9 Packers and Stockyards Administration. Statistical Report.



